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REPORT OF THE COMMITTEE ON BALANCE-OF-PAYMENTS RESTRICTIONS
ON THE CONSULTATION UNDER ARTICIE XII:4(b) WITH
FINLAND

1. In accordance with its terms of reference, theé Committee has conducted the con-
sultation with Finland under Article XII:%(b). The Committee had before it a basic
document for the consultation (BOP/42), together with an annexed Finnish booklet
entitled "Importation System in Finland - as applied from 1 January 1964", and a
document supplied by the International Monetary Fund as mentioned in paragraph 3 below.

2. In conducting the consultation thé Committee followed the Plan for such con-
sultations recommended by the CONTRACTING PARTIES (BISD, Seventh Supplement, pages
97-98). The consultation was completed on 4 November 1964 The present report
summarizes the main points of the dlscu531on.

Consultation with the International Monetary Fund

3. Pursuant to the provisions of Article XV of the General Agreecment, the
CONTRACTING PARTIES had invited the International Monetary Fund to consult with them
in connexion with this consultation with Finland. In accordance with the égreed pro-
cedure, the representative of the Fund was invited to make a statement supplementing
the Fund's document concerning the p031tlon of Finland. The statement made was as

follows:
"The International Monetary Fund has transmitted to the CONTRACTING PARTIES
a background paper on Finland dated 23 October 1964.

: "The Fund is soon to conduct a consultation with Finland under Article XIV
of the Fund Agreement and expects to transmit to the CONTRACTING PARTIES the
Executive Board decision relating to that consultation when it becomes available."

Opening statement by the Finnish representative

4, In his opening statement, the text of which is annexed to this report, the
representative of Finland described the principal developments in the Finnish economy
since the last consultation in June 1963 and rccent action to reduce import restric-
tions, notably the addition of more items to the free import system on 1 January 1964
and the increase in the size of global qguotas. It was noted that boom conditions
again prevailed in the Finnish economy, that exports of sawn timber and paper products
were rising and that exports of metal and engineering products had declined much less
than in the previous year and an upturn is expected. Domestic investment spending had
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recovered and there was a small rise in private consumption expenditure in spite
of the gencral purchase tax reform at the beginning of 1964 which at first did
curb spending. Attempts were now being made to produce budget policy which aims
both at fiscal stability and economic growth. Of serious concern toe the
authorities were the development of wages and prices, which recently had been

rising.

5. A boom-based balance-of-payments deficit had been developing; the trade
deficit had now amounted to Fmk527 million in the first eight months of 1964 as
against Fmk211l million in the corresponding period in 1963. The increase in
certain imports could be attributed to.trade liberalization (imports of motcr cars,
for example, rose by 80 per cent, and were respcnsible for extra expenditure
exceeding Fmkl0O million, in the first eight months of 1964). In spite of the
mounting trade and current account deficits, reserves had been rising. This was
due to the inflow of long-term capital, made possible by exceptionally favourable
conditions on the international capital markets. There was, howsver, no
assurance that Finland's possibilities of floating long-term foreign loans would
continue at the present scale in future years. The balance-of-payments position
remained structurally weak, and called for a reasonable degree of caution.

6. This cautious attitude notwithstanding, the Finnish Government had proceeded
to relax and remove import restrictions. The measures taken early in 1964, for
example, covered nearly 200 tariff items or sub-items, representing an import
value of Fmk100 million (1962 basis). In conclusion the Finnish representative
drew attention once again to the persistent trade deficit which was currently
alarmingly large and was still on the increase. This clearly counselled against
any overly accelerated rhythm in the liberalization of imports.

Balance-of-payments position and prospects

T- Members of the Committee thanked the representative of Finland for his clear
and informative statemerit and welcomed the progress which had been made by Finland
in relaxing and reducing its import restrictions. - Some members commented on the
concluding rcmarks in the statement and thought that the Finnish representative
was unduly pessimistic in relating the possibility of liberalization directly to
the trade balance. They pointed out that it was rather the overall balance of
payments, comprising both the current and capital accounts, which should be the
relevant criterion. The favourable balance-of-payments position and the increase
in reserves clearly warranted a more bold attitude and justified further
liberalization of imports. In reply to thesc comments the represcntative of
Finland recalled his remarks conccrning the structural nature of Finland's
external financial difficulties. The trade deficit showed every sign of being
persistent and growing. The present increase in reserves was mainly due to the
favourable conditions on the capital market. Long-term capital was indeed flowing
in at a comfortable rate; yet there could be no assurance that this would con-
tinue, at any rate not at the annual rate of the first half of 1964, which was
some Fmk360 million. Although the reserves were at a relatively high level in
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comparison with the past, they represented no more than the value of three .
months' imports, which by Western European standards is a fairly low ratio.
Consequently, the rate at which liberalization could be pursued in the near
future would have to be decided upon with considerable circumspection.

8. Members of the Committee expressed tre hope that the balance-of-payments
position of FinlandAWOuld continue to improve and provide more unmistakable
indications of stréngth. No doubt the Finnish Government would liberalize
imports as far as the balance-of-payments position permitted.

9. The Committee then discussed with the representative of Finland various
elements in the balance of payments. Concerning Finland's export earnings, it was
noted that exports of pulp and paper rose strongly in 1963 and again in 1964.
Asked to comment on the future prospects of these and other exports, the Finnish
representative explained that although exports of paper products and sawn timber
had been increasing, sometimes even markedly, future prospects were limited by
the supply of raw timber. A continued decline in the export of timber was
expected, as annual fellings were already exceeding natural inerement (in 1963/64
total fellings were estimated at over 50 million cubic metres, while increment
was no more than 43 million cubic metres as against 46 million cubic metres in
the mid-1950's). Exports of metal and engineering products had declined in 1963
and remained stagnant in the first half of 1964. The long-term economic pro-
Jjection recently formulated for the Economic Council of Finland indicates that
the balance-of-payments difficulties will continue during the late 1960's.

10. As regards the development of new exports such as "design products", the
Finnish representative pointed out that although their production and exports had
expanded remarkably in terms of percentage growth (for example, the export of
furniture had expanded by 32 times between 1954 and 1964, and that of some
special quality textiles by 37 times) the absolute growth expressed in value
remained relatively insignificant, amounting to no more than Fmk9.5 million for
furniture, and Fmkll.? million for textiles during that period.

11, In discussing cepital movements, members of the Committee noted the pro-
nounced fluctuations on private short-term capital account, especially the swing
from the net outflow of Fmkl27 million in 1963 to a net inflow of Fmk217 million
in the first half of 1964. The Finnish representative stated that transactions on
this account, the exact breakdown of which is especially difficult tc estimate by
half-years, consisted mainly of import credits received, advances on Finnish
exports, and the banking system's deposits obtained from abroad. It would appear
likely that in the period compared the change was mainly due to import credits
increasing with growing import volume; thls the monetary authorities could
control only in a very limited way. As regards foreign short-term lending to
Finmnish banks, this mainly took the form of threc¢ to six-month deposits, e.g.,
Eurodollars, and their level was generally under control since the commercial
banks had to comply with the Bank of Finland's policies.
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Alternative measures to restore equilibrium

12. The Committee took note of the various monetary and fiscal measures taken by
the Finnish authorities to stabilize the economy. A discussion took place on
developments in prices and wages. Noting the increased pressures on both prices
and wages, members of the Committee enquired whether the Finnish authorities
envisaged any steps to deal with the problem in a way that would safeguard the
competitive strength of Finnish exports. The representative of Finland stated
that recent developments in wages and prices had not been encouraging. The current
industrial collective wage agreements, which had been negotiated at a time when
increases in prices had begun to arouse fears of inflation, not only granted
substantial wage increases but for the first time since the mid-1950's included a
clause providing for cost-of-living adjustments. The increase in wages in the
last twelve months amounted to about 10 per cent and was only to a limited extent
accompanied by an increase in productivity. Even though their effect on the
competitive position of Finnish exports was still fairly limited - thanks tc
certain other factors which served to absorb the rise in production costs of -
export goods ~ the fact remained that rises in wages in other European countries
had been more moderate, e.g., 2.7 per cent only in the Pederal Republic of Germany
and 2.9 per cent in Sweden over the half-year period between third quarter 1963
and first quarter 1954.

13. In reply to a question concerning the policy of the Finnish Government to
diversify production and exports as a means of redressing the trade deficit, the
representative of Finland recalled the explanation which had been given by the
FPimnish delegation in a past consultation. The Government possessed only limited
powers to direct investment and production in the new industries, and could achieve
desired results only through such means as technical and sales education, market
surveys and provision of export credit and expcrt credit guarantees in a limited
way. The chronic shortage of investment capital enabled the authorities to exert
a certain measure of influence by, for instance, channelling public or publicly-
guaranteed foreign loans into various types of industries through financial
intermediaries. Also, the Bank of Finland had allocated FmkQ0 million recently
for financing the domestic suppliers' credit needs of the metal and engineering
industry through the provision of rediscount facilities. As regards the branches
of industry which might be developed on a long-term basis, the Finnish
representative mentioned in particular the production of ice-breakers and pulp-
and paper-making machinery. The latter appeared to be particularly promising;
Finland was already supplying about 10 per cent of world requirements of paper-
making machinery. It was to be hoped that the trend of expanded production in
various new branches would continue.

14. A member of the Committee referred to the Finnish Agricultural Price Level -
Act adopted in August 1962 to afford protection to farm income through subsidies
and the regulation of prices and noted that, according to the statistics before
the Committee there had been a substantial inerease in Finnish exports and an
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apparent fall in imports of agricultural products in the first half of 1964,

The Finnish representative was requested.to comment on the effects of the Act,
particularly with regard to the question of access for low-cost agricultural
imports. In reply, the Finnish representative stated that the legislation in
question, in common with similar laws existing in many other countries, was
designed to overcome the most ‘important and pressing problem of disparity between
farm and industrial incomes. The price adjustment made in pursuance of this law
‘amounted to about 10 per cent ‘this Yyear, which roughly corresponded to the rise
in the earnings of workers din industry. The expansion of agmcultural exports
was mainly due to improved. production techniques and increased dairy output.
Better import facilities had been provided by the United Kingdom for Finnish
dairy products, and new outlets had been opened up through trade arrangements
concluded with the Soviet Union. Agricultural exports thus increased despite the
unfavourable impect of the CAP regulations introduced in 1962 and thi<' year by the
European Eoonomic Corrmunity, but had not exceeded the 1960 1eve1. ‘As for future
prospects of agricultural imports, the Finnish r=epresentative recalled on agri-
cultural legislation in Finland that the extension of the act establlshing an
Agricultural Marketing Fund which had been discussed during the last consultations
was at the present time under consideration in the Parllament and that the
Agricultural Price Level Act of 1962 was due to be renewed next year. Pending
the outeccme of these legislative proposals it was difficult to predict the
direction in which Finnish agriculture would develop in the future.

15. A member of the Committee noted the fact, described in the IMF background
paper, that the Bank of Finland possessed no legal means to regulate the cash
reserves of the trading banks, and enquired abeut the prospects of the Bank's
earlier proposal to establish such & legal requirement being adopted. The Finnish
representative informed the Committee that the proposal according to which the
Government would be empowered to request all banking institutions to deposit funds
on special accounts with the Bank of Finland in addition to those required under
the present cash reserve requirements, was still under examination in Parliament
and in fact had not passed the committee stage. Opposition to the proposed
measure existed in quarters having vested interests in banking, and it was
difficult to predict whether and when the bill would be approved. Other members
recalled past discussion they had on this subject in this Committee, and stressed
the Importance which they had attached to the regulation of reserves as a means
of promoting and maintaining monetary and financial stability.

System and methods of the restrictions

16. In examining the system and methods of the Finnish import restrictions, the
Committee took note of the deseriptions given both in the background paper
provided by the IMF, and the basic document prepared by the Finnish authorities
and the secretariat (BOP/42). On the basis of this material, questions were put
forward by members on a number of subjects, e.g. the criteria used in allocating
licences, the use of bilateral trade agreements, the operation of the State~
trading agencies, the effect of the import credit restrictions on imports, as
well as problems relating to individual products referred to in paragraphs 21-27
below.
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17. On the question of allocation of licences, the Finnish representative point
out that the question arose only with respect to those imports which were subjec’
to individual licensing, which in 1963 represented merely 4.7 per cent of total
imports from the "Multilateral Import Treatment" area countries. Although tie
allocation was saild to be based on the individual importers' past records, the
principal purpose was not to exercise arbitrary o discretionary powers of inter
Ference or control, but to prevent such abuses as speculative purchase and stock:
piling. He also referred to the close contacts existing between the licensing
authorities and importers in this field.

18. On the question of bilateral agreements the Finnish representativé stated
that, apart from those concluded with certain State-trading countries, tradc anc,
payments agreements were in force at present only with three countries - namely.
Colombia, Greece and Turkey. The agreements with Greece and Turkey both povid
for payment s through clearing accounts with swing margins, but half of the bala-
on the accounts were settled periodically in convertible currencies. The zazrec
with Greece included lists of products, but these were only of an Indicative nat
- involving no obligation on either side to purchase. In the agrecement with Turkc,
not even an indicative list was included. In the view of the Finnish representa
tive, these agreements were only “semi-bilzteral". The agreement with Turk .y he
been extended up to the end of Janua:v and neither partner felt thet the time wa:
ripe as yet to move over to a multilateral basis. However, in principle, the
poliey of the Governmment was to convert such agreements to multilateral arrange-
ments as soon as circumstances permitted. The agreement with Colombia, which
applied to all Finnish exports to that country but only to Colombian exports of
coffee to Finland and provided no swing credit, served to assure access to the
Finnish market for Colombian coffee, which might otherwise create difficulties
on account of the balance-of-payments problems of Finland. On the other hand
Finland owed to Colombia a substantial clearing account balance, and the. termi-
nation of this agreement would depend on ways and means being found for the
liquidation of this accumulated debt. Colombian authorities had indicated that
they would be glad to terminate the bilateral arrangement, but only provided
Colombia's exports of coffee to Finland did not suffer. Traditionally, Colombic
largest credit balance was with Finland. A member of the Committee recalled th-
the IMF had in the past urged Finland tc terminate the remaining bilateral paymer
agreements with Fund members. The hope was expressed that Finland would bear th
in mind in administering its trade restrictions.

19. A member of the Committee, noting the increasing level of Finland's imports
from the State-trading countries, recorded on page 35 of the Fund document,
expressed the view that the circumstances which had led Finland in the earlier
post-war years to develop its trade with Eastern European countries had by'now
largely disappeared, as Finnish industries were becoming more competitive in
international markets. Accordingly, Finland should endeavour to discontinue
these agreements. Other members expressed the hope that Finland would be able
to move in this direction. The representative of Finland replied thatthe trade
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arrangements between Finland and East European countries served to keep open
traditional markets and should be regarded as an important element of the Finnish
foreign trade pattern bearing in mind the balance of payments in convertible
currencies. On the whole, the pressures were on the side of Finnish exports,
and, consequently, the existence of such arrangements would seem hardly to .
impair the trading interests of Western countries. Finland would at any rate
continue to press forward with the liberalization of imports from the "Multi-
lateral Import Treatment" countries.

20. It was noted by a member of the Committee that the restriction introduced in
February 1962 on short~term credit facilities for importers of consumer goods had
been announced at that time as a temporary measure, and he enquired as to the
prospect of its removzl. The Finnish representative replied that while the
measure had indeed been introduced to cope with a temporary situation, it had
been maintained because of the balance-of-payments diffficulties. It applied
only to certain durable consumer goods and its effect on imports was minimal.

The measure was Jjustifiable also on the ground that sales credit for comparable
locally produced products was similarly restricted. ' However, it was not the
intention to maintain this measure permanently.

21. In the course of the consultation, enquiries were made by the representatives
of certain contracting parties on measures affecting exports of specific products.
In reply to a question concerning the criteria used in the issuing of individual
licences for the import of ccal, the representative of Finland stabed that the
import licensing of this product wes maintained in order to enable the Government
to fulfil certain bilateral quota obligations which it had undertaken vis-a-vis

two traditional partners. The representative who raised the question expressed
the hope that the Finnish licensing authorities would bear in mind the desirability
_of keeping open the market for imports from other sources, not only of cocal, but

of all products subject to restriction applied in connexion with bilateral
commitments. This would, amcng other things, be beneficial in keeping down import

prices.

22. The representative of Australia stated that details of the Finnish quotas for
imports of apples and pears were usually not available in sufficient time for
Australian exporters to make accurate reservations of shipping facilities. He
asked whether Finland would undertake to meet the problem by making known the quotas
that would apply to Australian fruit in each year at a date earlier than is at
present the case. The Finnish representative stated that imports of apples and
pears from Australia would be admitted within the global quotas and the Finnish
authorities, in consultation with importers, had in fact taken deliberate steps

to facilitate imports of apples and pears from that country and everything would
be done to assist Australian exporters. His Government would be prepared to con-
sider any proposals which Australia might present to it concerning the methods and
procedures for the publishing of the quotas. He would inform his Govermment of
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the importance to distant suppliers such as Australia of the earliest possible
publication of the details of import guotas for apples and pears. In this
cormexion, he understood that their publication not later than the first week in
January each year would be acceptable to Australia. The representatives of
Finland and Australia agreed that the matter could be taken up between the autho-
rities concerned. In answer to a further guestion, he confirmed that the
"Helsinki Club" or "Multilateral Import Tréatment" arrangement applied to imports

from Australia.

23. One member recalled the discussion at the last consultation concerning the
revenue tax on motor cars introduced as a temporary measure at the time of the
import liberalization cf this product, and wished to know whether and when one.:
could expect its abolition. The representative of Finland informed the Committee
that since the last consultation there had been a further increase in motor car
imports into Finland, both from all countries taken together and from the United
Kingdom. (From all countries, 71,013 units valued at Fmk223 million in the first
eight months of 1964 as against 37,151 units velued at Fmk118 million a year ago;
from the United Kingdom 17,000 units valued at Fmk51. million in the first eight
months of 1964 as against 9,000 units and Fmk29 million a year ago). The tax
had been introduced originally as a means of softening the impact of pent-up
demand after liberalization but its removal had been made difficult by the current
budgetary and balance-of-payments position. No doubt it would be removed as soon
as circumstances permitted, even though its effect on imports, as might be seen
frgm the import figures given above, must be very limited.

24. A member of the Committee enquired whether the Finnish Government agency
responsible for the import of grains was making its decisions as to imports
strictly on the basis of commercial considerations. The Finnish representative
replied that grain imports into Finland were affected by mzny factors: domestic
production must be accommedated; imports of hard wheat depended greatly on the
need and demand for particular quality grades; and, finally, the interests of
other traditional exporters to the Finnish market had to be safeguarded. The .
Finnish Government had not lost sight of the criteria of Article XVII of GATT,
but in their application account had to be taken of the qualifying factors
mentioned above. Since the last consultation Finland had acceded to the
International Wheat Agreement and was chserving the obligations which 1t imposes.

25. One member mentioned the difficulties met by his country's exporters in
dealing with the Alecohol Monopoly; although imports were said to be no longer
subject to restriction, applications for licences had been turned down by the
Menopoly on the ground that there was no local demand. The representative of
Finland replied that since there was neither licensing nor gquota restriction on
the import cf these products and decisions by the State monopoly were made purely
on commercial considerations, he could only suppose that a refusal to purchase a
particular product did in fact imply a lack of local demand.
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26. One member who represented a devel oping .country, referring to the current
discussions at the Action Committee, welcomed ‘the improved access which Finland
had accorded to certain products exported by developing countries. While
generally satisfied with the administration of the guotas, he would submit that
such products as hand-woven carpets, being labour intensive, suitable for cottage
production and not in competition with established industries in developed coun-
tries, deserved special comsideraticn and early liberalization.

27. Two members instanced continuing restriction under global quotas of certain
items of particular export interest teo their respective countries. The Finnish
representative said that consideration would be given to these products during
the next annual review and revision of the Finnish import control system.

General

28. The Committee expressed appreciation of the detailed information supplied
by the Finnhish delegation in advance and in the coursc of the consultation.

The Committee welcomed the steps tzken by Finland since the last consultation

in removing restrictions, in including more countries in the "Multilateral Import
Treatment" area and in increasing the size of global quotas. Members of the '
Committee were confidernt that the Finnish authorities would give special con-
sideration to the comments made at this meeting on the varicus aspects of the
import control system or on the restrictions on particular products. They hoped
that Finland would continue to relax and remove testrictions as rapidly as the
balarce-of-payments position would permit and would maks further ’
progress in the remcval of discrimination including that arising from bilateral
arrangements.

29. The representative of Finland reciprocated the sentiments of the Committee
and assured its members that the views expressed by them would be conveyed to the
attertion of the appropriate Finnish authorities.
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ANVEX.

OPENING STATEMENT BY THE REPRESENTATIVE OF FINLAND

Since we last consulted with the CONTRACTING PARTIES in June 1963, there
has been enough time for considerable changes in the economic climate both in
Western Europe and in our country. Some of the changeés which have taken place
in our economy have been favourable, some unfavourable. Thus, although every-
thing has not always progressed the way we would hope things would turn out, we
have nevertheless had the opportunity for continuing a steady progress towards
the elimination of our remaining quantitative restrictions. These changes - the
most important of which are the removal of a large number of items from our list
of imports still under guantitative restrictions, and an important increase in the
remaining global quecta ~ have also been applied without discrimination to all the
countries benefiting from the multilateral import system. They are described in
detail in the basic document submitted to you.

As the representative of the International Monetary Fund has pointed out, the
Article XIV consultations of the Fund with Finland are %to be carried out early in
December. The Fund has, nevertheless, provided the CONTRACTING PARTIES with an
excellent background document on the Finnish economy, which is very up-to-date,
and which therefore gives us a solid basis for judging the economic conditions in
my country today. Before I go into more details on the balance-of-payments
developments and the restrictive system of Finland, I should like to summarize
briefly some salient points of the general business cycle development of recent
menths,

The growth rate of the Finnish economy had, as was noted in the last
consultations, been slowing down after the 1959-1961 boom. It started to recover
around the middle of 1963. At Tirst, however, there were so many uncertain
elements in this new phase of cyclical development that prospects for the current
year. were voiced very cautiously. In the course of time, various estimates were
revised upward, and by now it seems quite obvious that a new boom has come into
being. According to latest estimates, the increase in total production in 1964
over the previous year will amount to some 5 per cent, against 4 per cent
the year before.

The new recovery is largely based on export demand, which occupies a
strategic position in Finland's economic growth; the products of the forest
industry form the bulk of Finnish exports. Foreign demand for sawn timber has
been quite strong. The exports of paper industry products have likewise been
developing well; for the first seven months of 1963, the value of these exports
exceeded the corresponding figure a year earlier by 16 per cent. The exports
of metal industry preoducts have been declining, though not as sharply as one year
earlier, but an upturn, due largely to the long-term trade agreement with the
Soviet Union, is expected. In total, the volume of exports in 1964 may rise
6 per cent above the 1963 level.
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The boom has been further strengthened by domestic investment activity.
The downward trend in dwelling construction that began in 1963 has clearly:
been reversed., Similarly, so-called productive investments have gathered
strength during 1964. Private consumption expenditure experienced a temporary
setback, as the purchase tax reform establishing a uniform rate of tax on
practically all goods was carried out on 1 January 1964, replacing the earlier
selective and higher purchase tax. The increased prices on several cornsumer
goods caused a reduction in sales during early 1964, but this was offset later
so that the volume increase for the year as a whole may be calculated at about

3 per cent.

One of the most strategic sectors in the Finnish economy has in recent
years been the fiscal policy. This was already pointed out in our previous
consultations. The growth of public expenditure on social services, the civil
service and the public works have in the iast few years shown a tendency to
exceed the normally accruing increase in taxation revenue. Thus, it has been
necessary to have recourse to temporary or permanent increases in tax rates and .
other fiscal charges; in 1964, the budgetary balance was restored by raising direct
taxation. After a period of "caretaker" government by civil servants, a new .
majority coalition government has been formed recently in Finland, and it en-
deavours to produce a budget policy which aims both at fiscal stability and
economic growth.

The development of prices and wages in Finland since our last consultations
has also been giving rise to serious conceirn. Although the market situation so
far has not encouraged price rises originating in excess demand, the production
costs have been rising and pushing up prices. Important claims for compensation
were presented in collective wage negotiations, and the collective agreements for
the 1964-1965 period now contain an index clause for the first time since late
1950's. Thus, between August 1963 and August 1964, the nominal earnings of
the labour force have increased by 10 per cent, as against an increase of -

11 per cent in the cost of li%ing index. The concurrent rise in productivity has’
only been of the order of 4 per cent.

Balance of payments

Any appraisel of an economic boom in Finland must in final analysis be
focussed on two important considerations: the balance of payments and the
development of internal price level. These two factors, or either of them, is
sooner or later likely to put a brake on expansion. A balance-of-payments
deficit squeezes the money market, and price increases which are out of step with
those of competitors will ultimately jeopardize exports.
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A boom-connected balance-of-payments deficit has indeed been developing
during the past year. In January-~August.l964 the import deficit had grown to an
impressive amount of Fmks 527 million, against only 211 million in the same period
of 1963. Investments goods - to a large extent passenger cars - and fuels and
lubrificants have taken a lion's share in the increase of imports over exports
which has widened the trade deéficit. 1In part, this has been the result of trade
liberalization: for instance, passenger car imports were de facto liberalized in
the middle of 1962, and have shown tremendous increases since that time. In
January-August 1964, the value of passenger car imports into Finland was as much
as 80 per cent above the corresponding figure for 1963. That alone has meant an
extra expenditure of more than Fmks 100 mllllon ($33 million) on imports.
Consequently, the authorities are at present considering measures de51gned to-
restrict the instalment sale terms of new automobiles; such sales are at present
completely unrestricted and their volume has been rapidly expanding.

In spite of the increasing trade deficit ~ which has not been in any signifi-
cant extent offset by any improvement in the invisible balance - the gold and
foreign exchange reserves of the Bank of Finland have been rising. This
development has entirely been due ‘to an encouraging inflow of long-term capital
into Finland. Members of the Committee may remember the concern which has been
reported in the earlier consultations by my predecessors; namely the financing
of balance-of-payments deficits with short-term borrowing abroad, and the
inability of Finland to raise sufficient long-term capital on United States and
European capital markets. This year it can be stated that the tide has, at least
temporarily, turned in Finland's favour. In 1964 alone, Finland has so far
succeeded in raising nearly Fmks 300.million in long-term public bond loans in not
only the European capital markets; but also in the United States. This has been
a most welcome development; an achievement that we have been trying to reach for
several long years when there appeared to be no visible market for Finnish bonds
in the financial centres. One must, however, soberly admit that the conditions cn
capital markets have been especially favourable, and it is difficult to predict
that the appetite of the investing public for Finnish issues ~ which incidentally
have been rather attractive from the point of view of interest rates - would
continue undiminished year after year. This is already sausing some concern to
the Finnish authorities; too many foreign 'issues might damage the market and
cause an increase in the effective interest rates which already, due to Finland's
peripheral position, have been appreciably higher than those paid by various
nations closer to the financial centres. S

The restrictive system

Mr. Chairman, with your permission I should now like to revert to the subject
of quantitative restrictions to which I made a brief reference earlier in this
statement.
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In splte of the fact that our visible trade gap has been rapidly widening due
to the boom~connected factors which I have described, it has indeed been our policy
to continue our efforts to the greatest possible extent to further reiax our
quantitative restrictions on imports. Clearly, however, our balance-of-payments
position is still structurally weak and calls for a reasonable degree of caution
when we proceed wiuh removal or expansion of quotas.

However much this limits our field of action, we have abolished fully as of
1 January 1964, cighteen of the seventy global quotas which were in existence in
1963; further five quotas were partly liberalized. These measures brought the
rate of liberalization up to 80 per cent, from 76 per cent in 1963, calculated on
the basis of 1963 imports originating in the countries belonging to the
"relaxation area®. Out of the remaining imports still under quantitative
restrictions 17 per cent are still being admitied under global quctas anc only
% per cent are subject to discretionary licensing. as against 21 per cent and
3 per cent in 1963, respectively. These new relaxation measures covered
all together nearly 200 teriff itcms or sub-items, tc the value of about
Fmks 100 millicn based on 1962 figures. Ouite a numnber of these items were goods
identified as being of particular interest to the developing countries.

At the same time global quotas under the current year's import programme
were significantly expanded: the average overall increase was 21 per cent of the
quota allocations, as against some 10 per cent in 1963. To complete the picture
I ought to add that the actual licensing has in many insvances considerably :
exceeded the originally fixed quota limits, as it did in 1963 and also before.

As the basic document indicates, the scope of the "relaxation area" was again
extended by the addition of a few countries and territories to it.

In conclusion, Mr. Chairman, allow me to repeat what my predecessor stated
here last year. When proceeding in the relaxation of quantitative restrictions we
have to bear constantly in mind the state of our balance of payments. At the
present moment, the trade deficit is clearly on an alarming and in the longer run
intolerable level, and together with various factors in the capital account, an
overly accelerated rhythm in liberalization coes not appear Justified. Neverthe-
less, I venture to hope that you, Mr. Chairman, and members of this Committee will
come to the conclusion that, considering all factors which affect our economy at
the present time, and which you will no doubt take into acccunt in formulating your
opinion, there has been reasonable progress in Finland since our last consultations.



